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Official Organ of the American Institute of Accountants
a. P. richardson,

Editor

EDITORIAL
The annual meeting of the American
Institute of Accountants is to be held
this year in Buffalo, New York. The
business sessions and banquet will take place at the Hotel Statler
and it is expected that most of the members and guests who attend
the meeting will prefer to engage rooms at that hotel. This meet
ing promises to be one of unusual interest because of its interna
tional character. For many years it has been suggested that the
American Institute of Accountants should meet at some point
close to the Canadian border and that the Dominion Association
of Chartered Accountants should meet at some adjacent point on
Canadian territory. The plan has finally reached fulfilment and
while the Americans are meeting in Buffalo the Canadians will
meet in Toronto only a short distance away. The meetings will
occupy practically the entire week beginning September 17th.
On Monday there will be the usual executive meetings of council
and boards of examiners. Tuesday morning a considerable
number of Canadians will be present and they will be the guests
of the Institute throughout the day. They will then proceed to
Toronto where their own meeting begins on Wednesday. On
Thursday afternoon at the conclusion of the Institute’s meetings
it is hoped that practically all the Americans present will go on to
Toronto where they will attend the banquet of the Dominion
Association on Thursday evening and participate in a meeting and
entertainment on the following day. The close friendship which
has always existed between the Dominion Association and the
American Institute is well known to all practitioners on this
continent. At almost every meeting of these organizations
there have been representatives from across the border. In 1915
a number of Canadian representatives came over from the meeting
in Vancouver to attend the meeting of the American Association
of Public Accountants in Seattle, but since the formation of the
Institute in 1916 there has been no joint meeting until the present
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time. Arrangements have been made for international golf
matches and other festivities and it is probable that at each meet
ing there will be speeches by representatives of the visiting
organization. The committee on meetings of the American
Institute of Accountants has asked that special attention be
drawn to the importance of the meeting on account of the interna
tional character of the sessions.
The June issue of The Journal of
Accountancy contained somewhat ex
tended editorial comment on the subject
of per-diem fees for accounting services. At that time we drew
attention to certain unsatisfactory features of the prevailing
system and expressed the opinion that the time would soon come
when accountants would charge fees based upon all the factors
concerned and not only upon the length of time devoted to an
investigation or audit. A good deal of correspondence and many
oral comments have followed the publication of those notes
and it is gratifying to find that there seems to be no objection on
the part of accountants to a departure from a custom which has
existed for many years. The preponderance of opinion seems to
be that the per-diem fee is not satisfactory except for some
ordinary, routine tasks. It is not possible to publish all the letters
which have been written to this magazine on the subject of fees,
but some excerpts from the letters are worthy of careful considera
tion. At a recent meeting of a state society the whole question of
accountants’ fees was under discussion and one prominent mem
ber of the society stated that per-diem rates had been found satis
factory and he could not think of any other basis which could be
used on large engagements. He admitted, however, that perhaps
the profession would soon reach a point where accountants would
be called in and instructed to proceed without limitation of any
kind. In other words, he did not seem to regard the per-diem fee
as permanently satisfactory. Another accountant said that his
firm was discouraging the use of per-diem rates and avoided them
whenever possible.
A member of the American Institute of
East and West
Accountants
practising in California
Agree
writes:

Readers Condemn
Per-Diem Fees

“I am writing you to express my whole-hearted agreement with your
opinions on the per-diem system as set forth in the June issue of The
Journal of Accountancy.
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“The longer I continue in public practice the more convinced I am that
the per-diem system has outlived its usefulness. I am therefore pleased
to learn that others are of the same opinion and I earnestly hope that ‘the
reign of the per-diem system is nearing its end.’
“ In discussing fees with clients, I always aim to impress upon them that
the character of the work and the judgment and experience required are of
prime importance in determining fees and that the time factor is a second
ary consideration. In rendering bills I also carefully avoid any mention
of time spent on the work.
“ It seems to me that so long as accountants sell their services on a strict
time basis they will never be accorded full professional standing, for the
comparison is too apt with mechanics and other tradesmen who likewise
sell their services for so much per hour or day.”

Another accountant whose practice is chiefly in the eastern part
of the country writes:
“I wish to thank you most heartily for your editorial in this month’s
issue of The Journal relating to per-diem fees.
“When I began practising on my own account six years ago, after serving
on the staff of a large concern using the per-diem fee basis, I resolved, come
what may, to refrain from quoting per-diem rates and to insist that clients
regard our services in the professional way in which they regard the
services of an attorney or a physician. During the past six years we have
made rather satisfactory progress without having once been required to
quote rates at so much per day, nor do we permit the client to limit us to a
flat fee, with rare exceptions, chiefly in the audit of institutions.
“I have on several occasions stressed this point at meetings. . . .
Leading accountants have agreed with me that my ideas were well founded
and highly desirable, but thought that it would take a number of years
before they would be generally followed.
“Your editorial was a revelation to me and encourages me to believe
that our profession will make great strides in the very near future.”

These letters are fairly representative of the general expressions of
opinion which have been received. It seems that the profession
is readier than we had thought to depart as soon as possible from
the per-diem system. That is not to say, however, that the
business public will be easily convinced. A custom which has
continued for so many years is not quickly eschewed and it will
require a general education of the public before the per-diem fee
can be totally discarded. That education must be conducted by
the profession itself. It is a question of the recognition of the
professional nature of accountancy, when all is said and done.
The moment the business man grasps the true nature of ac
countancy the necessity for itemized records of time spent will be
at an end.

Effect of Fixed
Rates of Fee
eral to the particular.

Accountants have deductive minds.
They are inclined to reason from the
abstract to the concrete, from the gen
Consequently it is not astonishing to find
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that the discussion of per-diem fees has been tied up with specific
cases. The following letter from an accountant in New York is
an illustration of this tendency:
“ The editorial in the June issue, relating to accountants’ fees was highly
interesting and brought out some important facts about the prevailing
situation. It reached me just as I was struggling with a specific problem,
relating to a charge. I have heard that this question has been raised
before and am therefore taking the liberty of presenting it for your con
sideration.
“ In the summer of 1926, A was encouraged to enter into a transaction
which promised to be extremely profitable. Income tax was an important
item and he wanted it determined prior to entering into the contract.
He immediately consulted his attorney. The latter, however, sought my
opinion. I gave my opinion and prepared a plan of procedure. This
required working day and night because time was short. When the
essence of my plan was available, the attorney felt that in order to protect
further the interests of his client, the additional opinion of a more promi
nent accountant and tax expert should be obtained. This was arranged
with an accountant known to both the attorney and myself. The con
sultant approved my plan and added one or two minor suggestions.
Before going to the consultant I had made a careful survey of all the au
thorities so that every point he thought necessary to look up was available
for him at the conference.
“The taxpayer and I had orally agreed on what my fee would be for all
services necessary to bring the matter to a conclusion. Considerable
accounting work was necessary, but the principal services rendered cen
tered around the tax problem. In other words, it was brain work rather
than time, although it took considerable time to fortify myself with all the
decisions and cases relating to similar transactions. The return was not
due until March 15, 1927. In the interim the taxpayer consulted me
frequently, presenting various further possibilities of saving taxes. These
possibilities were all followed up, although not anticipated when the fee
was fixed. Not one of these suggestions resulted in any saving.
“The return was prepared and the taxpayer was provided with copies of
the return, supported by detailed statements, giving clear explanations to
anyone who might wish to review the items covered by the return. It
seems to me that the work I undertook to do was completed when I pre
pared and filed the return and provided the taxpayer with all the material
needed for a review, so that, ‘ if I should die ’ (a term used in one of the
articles in The Journal on working papers) before a review was made,
those concerned would not be handicapped by my absence.
“ During the latter part of 1927, the review by the treasury department
was undertaken. The revenue agent made an exhaustive examination of
the records and study of the various decisions, regulations and passages in
the law, relating to similar transactions. He frequently complimented me
on the thorough manner in which this case was handled. Every possible
angle was followed through by him only to find that it was properly taken
care of. As he put it, ‘every i was dotted and t crossed’ and he often ex
pressed his doubt as to whether the taxpayer appreciated such thorough
ness. The agent took up a week or more of my time in conferences and
answering objections raised by him. He finally submitted his report,
which called for an additional assessment equivalent to three per cent. of
the tax originally paid. I think he is wrong and am confident of convinc
ing his superiors that the step taken by us was correct and that the addi
tional assessment will be abated.
“All this leads up to the question of fee. The taxpayer feels that it is
proper for me to make a charge for services which I will render in protesting
the findings of the agent as expressed in his written report. He prefers a
minimum fee, plus a percentage, or an agreed maximum fee, if we win.
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Taking into consideration the fact that he has had more experience with
lawyers than with accountants, perhaps we might consider his attitude on
this point reasonable. People can not change over night, and we must
consider the fact that in thinking of professional fees, the layman thinks
first of the lawyer’s method.
“When I asked to be paid for the time I spent with the agent, while he
was engaged in his examination—for the time I spent answering objections
raised by the agent, presenting him with authorities to prove that the
steps taken by us were correct and in accordance with the law and decisions
—the taxpayer was surprised. He could not imagine a charge for that
service. Much to my surprise the attorney in the case feels that that
service was implied when the fee was fixed. His point of view is that since
I did not clearly state that a charge would be made for time spent with
examining agents I could not now make the charge. In other words,
he feels that when my fee was originally fixed it was my place to say that
my fee would not include any such service.
“I have known this attorney for years. He has recommended con
siderable work to me and has always looked after my interests. I feel
that he is sincere, although I do not agree with him. It is because I am
convinced of his sincerity that I am taking the liberty of writing this letter.
I do not doubt that other accountants have found themselves in the same
position. He says he is ready to be convinced. Evidently I have failed
to convince him.
“It seems to me that if I had not been attentive when the agent was
making his examination the agent might have taken objection to other
items, made a larger assessment and opened an opportunity for a larger
fee. Furthermore, the time spent could have been applied to other work.
I gave up my time because I felt that the interests of my client demanded
the time.
“This case was somewhat similar to the Ford case, only not on as large a
scale. In that case the government officials fixed the tax before the deal
was consummated. In our case I fixed the tax before the contract was
written. My figures were concurred in by the consultant. The experi
ence of other accountants in a similar situation I think will be of interest
to your readers and might make an appropriate sequel to your June
editorial.”

There are several aspects of the case mentioned in the foregoing
letter which raise questions of professional ethics, and probably
many accountants will feel that the writer of the letter was some
what to blame for the complication which arose. He should not
have made a definite agreement to undertake work, of which he
could not possibly foresee the magnitude, on anything approach
ing a fixed fee. The suggestion of a percentage is, of course,
utterly beyond the pale, and the writer himself did not seem to
consider it seriously. In spite of these facts, however, the letter is
of interest and the case mentioned serves as an indication of the un
desirability of fixed fees. In a matter of this sort it was obviously
unfair to limit the fee to the amount of time devoted to the case.
Much research was necessary, and, furthermore, the ability of the
accountant was taxed to a far greater degree than it would be
in ordinary audit. When the ideal condition, of which we have
been thinking, arrives, such a case as this will not occur, because
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the accountant will be called in to do whatever there is to be
done and when it has been done he will then render his fee based
upon the importance of the case, the ability required and, last and
least, the amount of time devoted to it. It is hoped that other
accountants throughout the country will give specific instances of
experiences in which the per-diem or other purely quantitative
system is utterly unfair.
A reader who is a careful observer of the
Failure in Professional
results of examinations for membership
Examinations
in the Institute and for C. P. A. regis
tration draws attention to a statement contained in one of the
New York papers to the effect that sixty-two per cent. of the
applicants for licence to teach in elementary schools in the state
of New York failed to pass the examinations. He sends us the
following comment upon the subject:
“One not infrequently hears the criticism that the large percentage of
candidates for the C. P. A. examinations who fail must be indicative of
something wrong with the examinations. I do not question that, es
pecially in the earlier years of the examinations, the questions were not
always as well framed as they should have been. I know I had difficulty
on that score when I went up against the Pennsylvania examination in the
earlier 1900s, and there were criticisms from others at the same time.
“ I am inclined to think, however, that in later years, the questions as to
form and substance have not been open to any more criticism than those set
for examination in other fields. My feeling has been that men have
rushed in to take the examination with a great deal less preparation than
they would have felt necessary had they been taking examinations in some
other field, such as that of law, engineering or other professions.
“The foregoing paragraphs contain nothing new, but the thoughts ex
pressed came again to mind when I read the enclosed clipping from the
New York Times of May 5, 1928. You will note the statement made
therein that of 1881 persons who took the January, 1928, examinations for
licence to teach in elementary schools, over 62 per cent. failed. When one
considers how well known the standards for elementary teaching must be
and on what a long history preparation for such examinations may be based,
this high mortality seems to me even more inexplicable than the high
mortality in certified public accountants’ examinations, which some have
seemed to think is an indictment of the examiners rather than of the
examinees! I imagine that the board of examiners who set last January’s
examination for licence to teach in New York elementary schools would be
rather amazed if it was suggested that the 62 per cent. mortality was their
fault rather than due to either lack of ability or adequate preparation by
those who failed to pass the examination.”

All this is sound gospel and the pity of it is that more people do not
recognize the facts. As an illustration of the lack of preparation
on the part of applicants for C. P. A. registration it may be re
corded that in one of the great states of the union at a recent
examination there appeared an unusually large number of candi127
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dates. Inquiry revealed that practically fifty per cent. of the
total number of applicants had come from one business school and
that they were taking the examination merely for practice. It
happened that the preliminary requirements of the law in that
particular state did not prevent such misuse of the examinations
and the board of accountancy was unable to prevent the experi
ment. Of course, all these untrained men failed and the result
was that the percentage of failures to the total number of appli
cants was out of all proportion to those who had any moral right
to take the examination. This is an extreme case and therefore
is not typical, but it is undoubtedly true that in far too many
examinations the unprepared and unqualified men are the cause
of an excessively low percentage of successes. The effective way
of overcoming such a condition is to write into all laws a provision
similar to that contained in the by-laws of the American Institute
of Accountants requiring some years of professional public ex
perience before undertaking the examination. It has been re
peatedly pointed out in these pages that the numbers of applicants
applying to the Institute produce far higher percentages of suc
cess than in any state examinations. This is due chiefly to the
practice requirement.
Several practising accountants have
drawn attention recently to a form of
questionnaire which has been sent out
by trade organizations and addressed to accountants who have
been engaged in auditing the accounts of concerns engaged in such
trades. The copies which we have seen are very much alike in
purport although the language varies in different cases. In
substance, the questionnaires begin by explaining that the purpose
in mind is to prevent abuses by customers seeking credit privileges.
The accountant is then informed that the writer is in receipt of
a financial statement showing certain assets, liabilities and net
worth and that the addressee has been named as the auditor.
The following questions are then asked:
Evils of the
Inquisition

1.
2.
3.
4.

Have you made a complete audit of the books?
Have the proper tests as to inventory been made?
Are the outstanding accounts old?
Has reserve been set up for doubtful accounts, and have bad
accounts been written off?
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5. Do you conduct an audit from month to month, and how
long have you been the auditor?
6. Has the bank confirmed the balance claimed in the state
ment?
7. Have accounts receivable been verified by circulation?
8. Are notes receivable evidenced by customers’ paper?
9. Do you consider the capital correctly stated? etc., etc.
In one instance when the questions were not answered another
letter was received to the following effect:
“It is customary with us to communicate with accountants with ref
erence to all financial statements and practically without exception ac
countants are glad to cooperate with mercantile houses.
“As an accountant, you will appreciate the fact that your failure to
respond can be construed one of two ways; i. e., that you do not care to
bother with such matters or that the figures are incorrect and not subject
to certification.
“While we have the highest regard for the subject company, it will nat
urally be necessary for us to advise (client’s name) of the situation.
“This is a service to which your client is entitled and as previously
stated, most accountants are pleased to cooperate with mercantile houses.

The assumption of indifference to correctness which is contained
in this last quoted letter is quite reprehensible. In the first place
no accountant would supply the information sought by the
questionnaire without the written consent of the client. In the
second place the authors of such questionnaires have neither legal
nor moral right to demand information of the kind mentioned.
It is quite true that the client should be willing to give full in
formation when he is in search of credit. The credit agencies
such as Dun’s and Bradstreet’s and others are generally expected
to obtain from concerns which they investigate information which
will make it possible to express a reasonable opinion, but even in
their case the accountant can not be called upon for information
which the client may wish withheld. Where bank credit is con
cerned the proper procedure is for the banker to request the client
of the accountant to grant the accountant permission to give such
information as is required, and when the permission is granted the
accountant, of course, will have no objection to compliance.
But we doubt if any banker would hold out such a threat as that
contained in the letter from which we have quoted. Certainly no
reputable banker would do so. The organizations from which the
questionnaires have emanated are of good standing in the com
munity and the whole procedure is undoubtedly based upon a
lack of appreciation of the confidential relationship which exists
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between the accountant and the client. We are living in an age
of analysis and investigation. Government departments have
asked questions which are irksome and troublesome to answer and
they have been enabled by legislative enactment to compel
response. Perhaps the efforts which are being made to obtain
information by trade organizations are merely an outgrowth of
the system of inquisition which has obtained the stamp of govern
ment approval; but whatever may be the cause the effect is the
same. The accountant is not called upon by any principle of
justice or decency to reveal what he has learned in the course of
confidential investigation, and he certainly will not do so. At
tempts at coercion are merely silly.
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